ABSTRACT: Royal Ahold, N.V., is a large multinational company based in The Netherlands that was founded in 1887 by Albert Heijn. Three generations of the Heijn family oversaw the company's retail grocery business. In 1989, the company hired a professional management team. The new management team expanded Royal Ahold's operations by purchasing grocery chains around the globe, resulting in the company becoming the third largest food retailer in the world. In 2000, the company diversified into the wholesaling segment of the huge food industry when it purchased U.S. Foodservice, a large food wholesaler based in Columbia, Maryland.
INTRODUCTION
I n 1887, a young Dutchman, Albert Heijn, entered the business world by purchasing a small grocery store from his father. 1 The store was located in Oostzaan, a village on the Dutch peninsula known as North Holland, also one of The Netherlands' 12
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provinces. Unlike his father, who was content to own and operate a small business, Albert had dreams of becoming an entrepreneur on a much larger scale. Within ten years, the frugal and hard-working Heijn owned two dozen grocery stores scattered throughout the small country.
A key to the early success of Heijn's retail grocery chain was that he designed each of his new stores to meet the specific interests and needs of the community in which it was located. For example, the merchandise stocked by Heijn stores in fishing villages was quite different from the merchandise carried by stores located in farming communities. In metropolitan areas, such as Amsterdam and The Hague, Heijn established large stores that stocked a complete range of food products and household merchandise. In fact, Heijn's company was credited with developing the supermarket concept in The Netherlands; in later years, his company popularized the convenience store format in his home country.
In the early 1900s, Heijn launched his own brand of baked products, including cookies and assorted pastries that he sold in his grocery stores. Over the years to come, the company would develop a wide range of its own products that it marketed under the Albert Heijn brand. In 1973, management changed the company's name to Ahold. The following decade, Queen Beatrix awarded the title ''Royal'' to the company, a designation reserved for Dutch companies that have operated continuously-and honorably-for 100 years.
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By the early 1990s, Royal Ahold ranked among the most prominent and respected corporations in The Netherlands. For several years during that time, Royal Ahold was named the most desirable employer in The Netherlands and the company with the best reputation in that nation (Kolk and Pinske 2006) . The company was also well known outside of The Netherlands. In 1948, the Heijn family had taken the company public. By 2000, the company's stock was registered on stock exchanges around the world, including the New York Stock Exchange.
A financial scandal shortly after the turn of the century besmirched Royal Ahold's sterling reputation, prompted a consumer boycott of the company in The Netherlands, and resulted in many critics insisting that the Dutch royal family rescind the company's ''royal'' designation. In March 2003, The Economist, one of Europe's most prominent business publications, referred to the Royal Ahold scandal as ''Europe's Enron'' (Economist 2003) . The Royal Ahold scandal, along with the accounting fraud at the giant Italian firm Parmalat, caused the European Union (EU) to impose more extensive and rigorous regulation on the financial reporting system and independent audit function within its member nations. The Royal Ahold debacle also reignited the debate regarding the need for more uniform accounting and auditing standards around the globe.
GOING GLOBAL
By the mid-1970s, Royal Ahold's management realized that, for the company to continue to grow, it could not limit its operations to The Netherlands, since it dominated the retail grocery market in that country. At that point, the company's top executives, who had long been known for their conservative operating and financial policies, startled the Dutch business community by announcing that Royal Ahold would expand its operations into other countries.
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Royal Ahold's expansion efforts got off to a slow start, but then accelerated rapidly in the 1990s after the company hired a new management team. Until the late 1980s, members of the Heijn family had occupied the key management positions within the firm. In 1987, two grandsons of Albert Heijn, Ab Heijn and Gerrit-Jan Heijn, served as Royal Ahold's two top executives. In September 1987, Gerrit-Jan Heijn was kidnapped and murdered; shortly thereafter, his older brother retired from the company. 3 The professional management team hired to replace the Heijn brothers recognized that the quickest way for Royal Ahold to gain significant market share in the grocery retailing industry outside of The Netherlands was to purchase existing grocery chains in foreign countries. To finance their growth-by-acquisition policy, Royal Ahold's new executives raised large amounts of debt and equity capital during the 1990s.
By 2000, Royal Ahold had purchased retail grocery chains in Asia, Eastern Europe, Latin America, Portugal, Scandinavia, South America, and the United States. This aggressive expansion campaign made Royal Ahold the third-largest grocery retailer worldwide by the turn of the century. At the time, only U.S.-based Wal-Mart and the French firm Carrefour SA had larger annual retail grocery sales than Royal Ahold.
Royal Ahold completed its most ambitious acquisition in 2000 when it purchased U.S. Foodservice, a large food wholesaler headquartered in Columbia, Maryland, a suburb of Washington, D.C. Although Royal Ahold had previously purchased several retail grocery chains along the eastern seaboard of the United States, including New England-based Stop & Shop, U.S. Foodservice was easily the largest U.S. company it had acquired. The U.S. Foodservice acquisition was also important because it signaled the company's commitment to becoming a significant participant in the food wholesaling industry.
In 2003, after purchasing two smaller U.S.-based food distributors, Royal Ahold ranked as the second largest food wholesaler in the United States-Houston-based Sysco Corporation was the largest. In fact, the three U.S. acquisitions caused food wholesaling to be the company's largest source of revenue, accounting for slightly more than one-half of its annual sales. The company's more than 4,000 retail grocery stores located in 27 countries accounted for the remainder of its annual sales. Royal Ahold's aggressive expansion plan created significant and largely unexpected problems for the company. Among these problems was the impact that key differences in cultural norms and expectations had on the company's ability to manage its worldwide retail grocery operations. As the company entered new markets, particularly markets outside of Western Europe and the United States, it encountered a wide range of laws, regulations, and cultural nuances that had far-reaching implications for the management of retail grocery operations.
Human resource policies regarding hiring, promotion, and employee benefits that had been developed in The Netherlands were not necessarily well received by Royal Ahold's new managers and employees in Asia, Latin America, and South America. Likewise, because grocery shopping is a ritual significantly influenced by longstanding cultural norms across the globe, company officials found that customers in new markets often did not 3 The Clearing, a major motion picture released in 2004 that starred Robert Redford and Willem DaFoe, was based upon the key facts surrounding the kidnapping and murder of Gerrit-Jan Heijn, although the setting of the film was changed to the United States. Ironically, the perpetrator of the vicious crime was eventually apprehended when he attempted to purchase food in a grocery store with currency from the ransom that he had been paid by the Heijn family. After serving 12 years of a 20-year sentence, the kidnapper / murderer was released and returned to live with his family in The Netherlands. To protect the individual's privacy, the Dutch media insists on referring to him by his first name only.
appreciate and sometimes flatly rejected the ''Dutch'' way of organizing and managing a grocery store. Particularly problematic for Royal Ahold was the staunch opposition of consumers in certain markets to the takeover of their local grocery store by an unknown foreign ''invader.'' Because of such problems, Royal Ahold's executives eventually decided that the best strategy to use in managing their foreign grocery chains was to allow most major decisions to be made by the management personnel of those chains who were typically retained following an acquisition.
The headaches that Royal Ahold encountered due to rapidly expanding into retail grocery markets around the world were compounded by the company's decision to become a major player in the wholesaling segment of the huge food industry in the United States. Because company officials were largely unfamiliar with that segment of the industry, they applied their new hands-off mindset to that acquisition and relied almost exclusively on the executives of U.S. Foodservice who were retained following the buyout to oversee the subsidiary's day-to-day operations.
There was one key exception to the hands-off policy that Royal Ahold adopted with respect to its foreign operations. The company's top executives in The Netherlands insisted that foreign operating units be held to the same rigorous performance standards that were imposed on the company's domestic operations. During the 1990s, the company's new management team established a goal of achieving a 15 percent annual growth rate in profits. That overall goal was then used by top management to establish annual earnings targets for each of the company's operating units in The Netherlands and elsewhere. Royal Ahold's senior management pressured mid-and lower-level managers throughout the company's worldwide network to reach the earnings goal established for their individual operating units. According to a former Royal Ahold official, managers who met their unit's earnings target were rewarded with significant year-end bonuses. ''Ahold was determined to maintain earnings growth of at least 15% annually. All of the operating units had difficult targets to meet, but the rewards [in the form of bonuses] were good if targets were met'' (Raghavan et al. 2003) . In retrospect, the earnings targets for many of Royal Ahold's newly acquired operating units were unrealistic. Intense competition and the historically modest profit margins within the food industry prevented many of those units from achieving the annual earnings goals that had been assigned to them.
Similar to most major corporations, Royal Ahold had an ethical code that discouraged executives and employees from engaging in dishonest or otherwise unethical conduct. The company's Code of Professional Conduct included the following section that dealt specifically with accounting and financial reporting matters.
The integrity and completeness of record keeping is not only Ahold policy, but also law. We properly, accurately, and fairly record our financial transactions. Preventing fraud is an important priority at Ahold, both to protect Ahold's reputation and to prevent loss. Fraud is defined as committing illicit or illegal acts involving money and / or goods to achieve financial benefit, to benefit oneself or others, at a disadvantage to the company or others. (Royal Ahold 2002) Despite such strong statements, the heavy emphasis by Royal Ahold's top management on achieving financial goals prodded many of its employees to engage in self-serving behavior that materially distorted the company's periodic financial statements. When Royal Ahold's independent auditors discovered the misrepresentations in those financial statements, the prominent corporation suffered widespread embarrassment and condemnation as well as financial problems that threatened its ability to remain a going concern. Ahold's credit rating, which drove down the market price of the company's outstanding debt securities and made it extremely difficult for the company to raise additional capital in either the debt or equity markets. The problems facing Royal Ahold caused one Londonbased financial analyst to suggest that there was a very real risk that the large firm would be forced into bankruptcy (de Boer 2003) .
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Royal Ahold's board of directors responded quickly to the crisis that engulfed the company following Deloitte's decision to suspend its 2002 audit.
5 The board's first major decision was to fire Royal Ahold's chief executive officer (CEO) and chief financial officer (CFO), each of whom had been implicated in the company's accounting irregularities. The board also announced plans to raise much-needed capital by selling several of its foreign subsidiaries. Finally, and most importantly, Royal Ahold's board pledged that it would fully cooperate with all law enforcement and regulatory agencies investigating the company's financial affairs and take the appropriate measures to ensure that the sources of the accounting problems were identified and eliminated. These measures served to bolster the flagging confidence of investors and lenders in the company.
ACCOUNTING AND DISCLOSURE ISSUES AT ROYAL AHOLD
The investigative agencies that scrutinized Royal Ahold's accounting records identified three principal sources of the material misrepresentations in the company's financial statements. Royal Ahold had improperly included financial data of certain foreign joint ventures in its consolidated financial statements, which resulted in large overstatements of its consolidated revenues and assets. Related to this matter were aggressive accounting decisions that the company made in recording the initial investments in foreign joint venture companies. Finally, a forensic investigation authorized by Royal Ahold's senior management uncovered extensive fraud in the accounting records of U.S. Foodservice, the company's large United States subsidiary. Royal Ahold's 2001 financial statements were the final financial statements issued by the company for a complete fiscal year prior to the discovery of the accounting fraud. with the SEC file a Form 20-F annually with that federal agency, a registration statement comparable in most respects to the Form 10-K filed with the SEC by U.S.-based companies. Similar to other foreign registrants, the SEC's regulations required Royal Ahold to include in its annual Form 20-F, a schedule that reconciled its net income determined under Dutch-based GAAP to the net income that would have been produced by the application of U.S. GAAP. Exhibit 3 presents those reconciliations for the three-year period 1999-2001.
Joint Venture Accounting
The growth-oriented policies of the management team hired to replace Ab and GerritJan Heijn stressed the importance of not only achieving an annual earnings growth rate of 15 percent, but also placed a heavy emphasis on rapidly expanding the company's annual revenues. The new management team established a goal of doubling Royal Ahold's total sales every five years. Royal Ahold's growth-through-acquisition strategy allowed the company to increase its total reported sales from approximately ϭ C7.7 billion in 1990 to ϭ C62.7 billion in 2002. This dramatic increase in revenues yielded important benefits for the company. Most important, the impressive revenue growth gave Royal Ahold increasing credibility in the global equity and debt markets, which, in turn, allowed the company to raise the capital needed to finance its expansion program. During the fiscal 2002 audit of Royal Ahold, Deloitte Accountants uncovered evidence suggesting that the company's consolidated revenues had been overstated. When Royal
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Ahold invested in a foreign company, it often acquired exactly 50 percent ownership interest in the given company. Nevertheless, Royal Ahold would fully consolidate the company's financial data in its annual financial statements. Dutch accounting rules at the time permitted a parent company to fully consolidate the financial data of a joint venture company if the parent could control that firm's operations. Such control could be evidenced by a more than 50 percent ownership interest in the joint venture company or by other means.
Since Royal Ahold owned exactly 50 percent ownership interest in several foreign firms, the company's executives had to persuade the Deloitte auditors that they exercised effective control over those firms' operations to include their financial data in Royal Ahold's consolidated financial statements. To accomplish this goal, the company's top executives gave the auditors letters signed by key officials of the given joint venture companies. These letters informed the auditors that despite having only 50 percent ownership interest in the company in question, Royal Ahold exercised effective control over the company's operations. In fact, Royal Ahold's management team had goaded officials of the joint venture companies to provide these letters to the Deloitte auditors. At the same time the ''control letters'' were forwarded to Deloitte, Royal Ahold's management signed ''side letters'' addressed to the executives of the joint venture companies that negated the control letters. The side letters indicated that major decisions affecting the joint venture companies would be made mutually by Royal Ahold executives and the other owners or executives of those companies.
Because Royal Ahold did not have effective control over the joint venture companies in which it had only 50 percent ownership interest, those companies' operating results should not have been fully consolidated in the annual Royal Ahold financial statements. For Dutch accounting purposes, the joint ventures' operating results should have been proportionately consolidated in Royal Ahold's annual financial statements. For example, 50 percent of the total revenues and expenses of the joint venture companies should have been included in Royal Ahold's annual consolidated income statement.
The decision to fully consolidate the financial data of the joint venture companies resulted in material misstatements of Royal Ahold's consolidated financial statements. In its 2001 consolidated balance sheet, Royal Ahold reported total assets of ϭ C32.2 billion. That figure included ϭ C4.4 billion of assets that Dutch regulatory authorities required Royal Ahold to deconsolidate when the company subsequently issued restated financial statements. Likewise, the improper joint venture accounting overstated Royal Ahold's reported consolidated revenues of ϭ C66.6 billion for 2001 by ϭ C12.2 billion.
Aside from improperly accounting for its ownership interests in numerous joint venture companies, Royal Ahold failed to disclose that it had an obligation to purchase the ownership interests of certain investors in those companies. For example, Royal Ahold had committed itself to purchasing the residual ownership interest in a joint venture company based in Argentina that was held by a prominent family in Uruguay. The Uruguayan family could only exercise the buyout agreement if the company defaulted on its outstanding debt. Because of poor economic conditions in South America, the Argentine company defaulted on its outstanding debt in 2002, resulting in Royal Ahold being required to buy out the ownership interest of the Uruguayan family.
Initial Accounting for Investments in Foreign Joint Ventures
In the late 1990s, Dutch accounting principles allowed companies to charge off against stockholders' equity goodwill arising from the acquisition of another company. Under U.S. GAAP at the time, companies were required to report goodwill resulting from an acquisition as an asset and to amortize that asset to expense over a time period not to exceed 40 years.
As Royal Ahold acquired ownership interests in an increasing number of companies during the late 1990s, the company became increasingly aggressive in accounting for the initial purchase transactions. In particular, Royal Ahold inflated the amount of goodwill arising from acquisitions of other companies. The company also improperly charged off various acquisition-related expenses to stockholders' equity at the time of each acquisition. These abusive accounting practices helped Royal Ahold management meet or exceed its goal of achieving 15 percent earnings growth each year. The restated financial statements subsequently issued by Royal Ahold revealed that improper ''acquisition accounting'' had inflated the company's reported net income for 2001 and 2000 by ϭ C36 million and ϭ C8 million, respectively.
Fraudulent Accounting at U.S. Foodservice
Deloitte Accountants' U.S. affiliate, Deloitte & Touche, audited the financial statements of U.S. Foodservice after that company was acquired by Royal Ahold in 2000. Prior to that time, U.S. Foodservice had been audited by KPMG. During the fiscal 2002 audit of U.S. Foodservice, the Deloitte auditors uncovered improper accounting decisions that had a material impact on the company's reported profit for that year. The improper accounting at U.S. Foodservice also materially distorted the consolidated net income of Royal Ahold. Deloitte's subsequent investigation revealed that U.S. Foodservice had been intentionally misrepresenting its financial statements for several years prior to its acquisition by Royal Ahold.
The accounting fraud at U.S. Foodservice involved promotional allowances. Because the food wholesaling industry is intensely competitive, the companies operating in that industry have very small profit margins on their sales. In fact, the profit margins within the industry result principally from rebates, quantity discounts, program money, and other promotional allowances paid to food wholesalers by their suppliers or vendors. For example, if U.S. Foodservice purchased $100 million of merchandise from General Mills during 2002, then General Mills may have refunded 5 percent of that amount to U.S. Foodservice. Generally, the more merchandise purchased from a vendor by a food wholesaler, the larger the promotional allowance on a percentage basis.
U.S. Foodservice had various contractual agreements with its vendors regarding the volume of promotional allowances to which it was entitled and the timing of the related payments. A common agreement involved the prepayment of promotional allowances to U.S. Foodservice based upon an expected minimum amount of purchase volume over a multi-year period. Suppose, for example, that U.S. Foodservice expected to purchase $30 million from a given vendor over the three-year period 2000-2002. The vendor may have agreed to pay U.S. Foodservice $900,000, or 3 percent of that amount, as a promotional allowance. Most likely, the payment would have been made in early 2000, within the first few weeks of the period covered by the contractual agreement between the two parties.
Despite the material effect that promotional allowances had on U.S. Foodservice's operating results, the company did not have a systematic method of accounting for those allowances. ''USF had no comprehensive, automated system for tracking the amounts owed by vendors pursuant to the promotional allowance agreements'' (SEC 2004a). The absence of proper internal controls over promotional allowances provided an opportunity for dishonest employees to overstate those allowances for accounting purposes, which is exactly what occurred beginning in the late 1990s. When Royal Ahold acquired U.S. Foodservice in 2000, the improper accounting for promotional allowances escalated. Apparently, many U.S. Foodservice managers began overstating promotional allowances to ensure that their operating units reached the challenging earnings goals assigned to them by Royal Ahold.
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Among the most common methods used by U.S. Foodservice managers to overstate their promotional allowances was to simply inflate the promotional allowance percentages allegedly being paid by given vendors. If a vendor had agreed to pay a 5 percent refund on purchases, then U.S. Foodservice might record a promotional allowance equal to 7 percent of the purchases made from that vendor. Another common scheme was frontloading promotional allowances. For example, suppose that a vendor paid U.S. Foodservice a $2 million promotional allowance for the three-year period 2000-2002. U.S. Foodservice might record the full amount of that allowance as a reduction in cost of sales for 2000 rather than prorating the allowance over the three-year period. Eventually, some U.S. Foodservice managers resorted to recording totally fictitious promotional allowances near the end of an accounting period to ensure that their operating unit reached that period's earnings goal. These fictitious promotional allowances were typically recorded as ''topside'' adjustments to U.S. Foodservice's financial statements after the company's accounting records had been closed at the end of an accounting period.
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Of the three principal accounting frauds used by Royal Ahold to misrepresent its reported operating results, the improper accounting for promotional allowances at U.S. Foodservice easily had the most dramatic impact on the company's reported profits. In 2001, alone, the improper accounting for the promotional allowances overstated Royal Ahold's earnings by approximately ϭ C215 million. This amount accounted for 60 percent of the net overstatement of Royal Ahold's 2001 reported net income. As shown in Exhibit 1, the company reported a net income of ϭ C1.11 billion for 2001; the actual earnings figure for that year was ϭ C750 million.
PINPOINTING RESPONSIBILITY FOR THE ROYAL AHOLD FIASCO
In the fall of 2003, Royal Ahold issued restated financial statements for 2000, 2001 , and the first three quarters of 2002. The net income figures that Royal Ahold originally reported for those three periods had been overstated by 17.6 percent, 32.6 percent, and 88.1 percent, respectively. The corresponding overstatements of the company's reported revenues for those three periods were 20.8 percent, 18.6 percent, and 13.8 percent, respectively. Similar to other recent accounting and financial reporting scandals, the public disclosure of the Royal Ahold fraud triggered a search by regulatory agencies, law enforcement authorities, the business press, and the investment community for the parties responsible for the fraud. Among the most culpable parties were the top executives of Royal Ahold. The new management team hired by the company's board to replace Ab and Gerrit-Jan Heijn created an environment in which fraud often develops and flourishes. The pressure exerted by that management team on their subordinates to achieve unrealistic earnings and revenue goals, when coupled with the significant incentive compensation that could be earned by reaching those goals, almost certainly prompted much of the self-serving behavior within Royal Ahold.
Despite the fact that Royal Ahold's Deloitte auditors were intentionally misled by the company's executives and the fact that those auditors were ultimately responsible for ending the fraud, many parties believed that Deloitte should have discovered and revealed the fraud earlier than it did. In fact, Deloitte was named as a defendant in several large class-action lawsuits filed subsequent to the first published reports of the fraud. In defense of the Deloitte auditors, they faced an onerous task each year in planning and coordinating an annual audit that was, in reality, audits of dozens of individual operating units loosely organized under the Royal Ahold corporate umbrella.
Many parties also held regulatory agencies and oversight bodies within the accounting profession at least partially responsible for the Royal Ahold debacle. The Royal Ahold case clearly confirmed the need for what the London-based Financial Times referred to as ''cross-border cooperation'' between and among the regulatory agencies and rule-making bodies that oversee financial reporting and independent auditing across the globe (Koster 2004) . In recent years, a spirit of competition has often prevailed between such organizations, particularly between those organizations in the United States and those in other developed countries.
The principal source of tension among international rule-making bodies in the accounting profession has been differing philosophies regarding what should be the fundamental nature of professional standards. The Financial Accounting Standards Board in the United States has generally insisted on issuing prescriptive, or detailed, accounting standards. On the other hand, the International Accounting Standards Board, which is responsible for issuing International Financial Reporting Standards that EU-based companies were required to adopt by 2005, believes that accounting standards should be general guidelines that are principles-based. This philosophical difference often results in financial statements prepared for a company under U.S. and EU accounting rules that are not comparable. Such lack of comparability can result in confusion on the part of financial statement users and, ultimately, in less than optimal decisions on their part.
Even more tension between international oversight bodies in the accounting and auditing disciplines was spawned by the Royal Ahold case when the U.S.-based Public Companies Accounting Oversight Board (PCAOB) used the case to justify one of its most controversial policies. This policy required non-U.S. accounting firms to register with the PCAOB and be subject to the PCAOB's regulatory oversight. As the Royal Ahold scandal was unfolding, the PCAOB implied that the case demonstrated that non-U.S. regulatory bodies within the accounting and auditing disciplines were not doing an adequate job of carrying out their oversight responsibilities (de Jong et al. 2005) . The PCAOB's insinuation prompted indignant responses from professional organizations within several member nations of the EU and other nations as well. For example, the Japanese Institute of Certified Public Accountants (JICPA) sent an open letter to the SEC in which it criticized the PCAOB's policy: ''We believe that the oversight system [for independent audits] in Japan should be relied upon without necessitating PCAOB inspection. Japan has an oversight system which is equivalent to the oversight required of professional accountants in the U.S. '' 7 Finally, many parties charged that a large measure of responsibility for the recent series of audit failures involving multinational corporations, such as Royal Ahold and Parmalat, should be borne collectively by the small fraternity of international accounting firms that dominate the global auditing discipline. According to the Financial Times, the major international accounting firms have ''franchised their names like the McDonald's burger chain, but without its quality control'' (Plender 2004) . The Financial Times went on to note that the major accounting firms are, in fact, only ''loose confederal'' organizations. As a result, users of audited financial statements of multinational corporations located across the globe
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have no basis for judging the quality of those audits, even if they are performed by accounting firms within the same organization.
EPILOGUE
Following the public disclosure of the Royal Ahold fraud in 2003, both Dutch and U.S. law enforcement authorities filed criminal charges against the company and several of its former executives. The Financial Times reported that the Royal Ahold case was the ''most significant white-collar criminal case'' (Bickerton 2006 ) ever pursued by federal authorities in The Netherlands. Shortly after criminal charges were filed in the case, a Dutch prosecutor asked the SEC not to pursue the charges that it had filed against the company and its former executives, since doing so would raise a ''double jeopardy'' issue under Dutch law. In responding to the request, the SEC noted that ''because of the importance of the case in The Netherlands and the need for further cooperation between the SEC and regulatory authorities in other countries, the Commission has agreed to the Dutch prosecutor's request '' (SEC 2004b) .
In September 2004, the fraud charges filed against Royal Ahold by Dutch law enforcement authorities were settled. The settlement required Royal Ahold to pay a fine of approximately ϭ C8 million. In May 2006, a Dutch federal court found three of Royal Ahold's former executives guilty of fraud charges that had been filed against them. Those executives included the company's former CEO and CFO. The tribunal of judges that presided over the case gave the three former executives suspended prison sentences ranging from four to nine months. In addition, the three men received fines ranging from ϭ C120,000 to ϭ C225,000. One of the judges who presided over the case defended the light sentences imposed on the three individuals by maintaining that, although the Royal Ahold fraud was unfortunate and embarrassing to the Dutch business community and Dutch citizens, it was not nearly as serious as either the Enron scandal in the United States or the Parmalat scandal in Italy (Sterling 2006) .
A shareholders' activist group in The Netherlands was appalled by the minimal penalties imposed on the three former Royal Ahold executives. A spokesperson for that group noted that ''the judgment sends a signal to managers that no matter what they do, the risk of a heavy punishment is minimal. In the United States, a conviction on the same facts would have led to a prison term of more than ten years. This is Holland at its smallest'' (Sterling 2006) .
In July 2004, the SEC announced that it had filed fraud charges against four former executives of U.S. Foodservice. These individuals included the company's former CFO, former chief marketing officer, and two former executives in the company's purchasing division. The two former purchasing executives settled the charges by agreeing to permanent injunctions that prohibited them from being officers or directors of public companies and by forfeiting stock market gains they had earned on the sale of Royal Ahold's common stock during the course of the fraud. In September 2006, the former CFO pleaded guilty to one count of conspiracy and was given three years of probation by a federal judge. In November 2006, a federal jury found U.S. Foodservice's former chief marketing officer guilty of conspiracy and federal securities fraud. In 2007, he was sentenced to seven years in federal prison.
In February 2006, the SEC filed charges against two former auditors of U.S. Foodservice, the audit engagement partner and senior audit manager who had been assigned to the company's 1999 audit engagement team. From 1996 through the conclusion of the 1999 audit in April 2000, KPMG had served as the independent audit firm of U.S. Foodservice.
When the company was acquired by Royal Ahold in 2000, Deloitte Accountants, B.V., chose Deloitte & Touche to audit the U.S. Foodservice financial statements that were to be incorporated in Royal Ahold's consolidated financial statements.
The SEC alleged that the two former KPMG auditors violated numerous GAAS during the performance of the 1999 U.S. Foodservice audit and, in fact, had identified several instances in which the company had improperly recorded promotional allowances. According to the SEC, the two auditors used white correction fluid to obscure audit exceptions that documented improper promotional allowances booked by the company. Those audit exceptions were allegedly masked by correction fluid before the U.S. Foodservice workpapers were turned over to the SEC, which had requested the workpapers during the course of its investigation of the U.S. Foodservice accounting fraud. The SEC also charged that the two auditors failed to inform U.S. Foodservice's audit committee of serious internal control problems related to the accounting for promotional allowances that they discovered during the 1999 audit.
Among other allegations, the SEC charged that the two auditors frequently relied on implausible representations made to them by client officials. By failing to investigate those suspicious statements and other red flags apparent during the 1999 audit, the SEC maintained that the two auditors failed to exercise a proper degree of professional skepticism, failed to propose proper adjustments to U.S. Foodservice's financial statements, and failed to collect sufficient competent evidence to support the audit opinion rendered on those financial statements. In commenting on the case, an SEC spokesperson noted that ''these auditors had evidence in their hands that could have stopped the fraud in its tracks. Instead, because they failed to exercise appropriate professional skepticism, the fraud was allowed to continue'' (Walker 2006) . The charges filed by the SEC against the two KPMG auditors are still pending.
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In November 2005, the SEC announced that it had filed enforcement actions against several individuals who were employees or executives of major U.S. Foodservice vendors. According to the SEC, each of these individuals had signed false confirmations regarding the amount of promotional allowances owed to U.S. Foodservice by their given company. The SEC reported that several of these individuals had been pressured to sign and return the false confirmations to U.S. Foodservice's independent auditors by management personnel of that company. In one case, an executive of a food vendor signed a confirmation indicating that his company owed U.S. Foodservice $3.2 million when the actual amount was only $68,000. Each of the individuals agreed to pay a $25,000 fine to the SEC to settle the charges filed against them. In commenting on the settlement of these charges, an SEC spokesperson noted that ''the use of third-party confirmations is an important part of the audit process, and the Commission will hold accountable those who work to subvert it'' (Taub 2005) .
Also in November 2005, Royal Ahold announced that it had reached an agreement to settle a large class-action lawsuit filed against it by the company's stockholders and former stockholders. Under the terms of the agreement, Royal Ahold contributed approximately ϭ C1.1 billion to a settlement pool that would be distributed to the class-action plaintiffs. Shortly after the announcement of this settlement, another class-action lawsuit filed by In responding to the controversy generated by the Royal Ahold debacle, the European Parliament, which is the legislative body of the EU, amended the ''8th Directive'' that includes the various guidelines and rules to be followed by accounting firms performing independent audits of EU-based companies. 9 The new 8th Directive includes a requirement that foreign accounting firms involved in the audits of EU-based companies must be registered with regulatory authorities in the EU. A European publication noted that this new requirement was an apparent ''tit-for-tat response'' to the comparable requirement of the PCAOB (European Information Service 2004) .
Among other changes, the revised 8th Directive imposes greater responsibility on group auditors to review and pass judgment on the overall quality of an independent audit and mandates that member nations of the EU establish effective investigative and disciplinary systems for accounting firms that perform independent audits. The revised directive also establishes common rules regarding the appointment and resignation of independent auditors, requires that auditors obtain appropriate training regarding International Financial Reporting Standards and International Auditing Standards, and requires audit clients to disclose the fees paid to their independent auditors for both audit and nonaudit services.
In March 2006, the SEC issued a document entitled ''SEC Rulemaking and Other Initiatives: Accommodations'' (SEC 2006) . That document outlines accommodations that the SEC has agreed to make regarding various stipulations of the Sarbanes-Oxley Act of 2002. One of those accommodations involves the SEC's requirement that foreign accounting firms that ''audit or provide substantial services relating to the audit of an SEC-registered entity'' must register with, and be periodically inspected by, the PCAOB. According to the SEC document, the PCAOB is permitted to place ''varying degrees of reliance on inspections of foreign accounting firms by the home country's oversight body, based on a sliding scale-the more independent and robust a home country system, the higher the reliance on that system.'' Apparently, this accommodation means that if the EU's 8th Directive is fully implemented by EU member nations, then most accounting firms in those nations will be exempt from the PCAOB's oversight. 
CASE LEARNING OBJECTIVES AND IMPLEMENTATION GUIDANCE Overview
Your students may be unfamiliar with the Royal Ahold fraud since it was not widely reported in the United States. Nevertheless, the Royal Ahold debacle was a major accounting and auditing scandal in Europe that was referred to as ''Europe's Enron'' by a prominent European publication. This case confirms that audit failures are not unique to the United States. In fact, there have been numerous significant audit failures and alleged audit failures involving large companies outside of the United States in recent years, including OAO Gazprom (Russia), Parmalat (Italy), Adecco (Switzerland), Kanebo (Japan), Randgold (South Africa), and Lernout & Hauspie (Belgium), to name just a few.
Before discussing this case, ask your students to search online databases for any new developments regarding the case and to provide brief oral reports of their findings. In particular, ask them to search for news reports regarding the settlement of the pending civil and criminal litigation referred to in this case. Also ask them to research any recent developments involving the requirement that foreign accounting firms register with the PCAOB.
Primary Learning Objectives
This case provides students with insights on accounting, auditing, and control issues relevant to multinational corporations. In terms of accounting, the case focuses students' attention on the lack of uniformity in accounting standards from one country to the next and how that lack of uniformity can impact the comparability of a company's financial statements that are prepared under differing sets of accounting standards.
Royal Ahold was audited by Deloitte, one of the major international accounting firms. This case demonstrates the challenges that auditors face when planning and performing an audit of multinational corporations that have operating units in dozens of countries. The case also requires students to describe the elements of the fraud triangle, identify specific fraud risk factors that were present during the Royal Ahold audit engagements, and explain how such factors should affect the performance of an audit. In addition, students must identify and discuss key differences in the design and performance of an annual audit for Royal Ahold's two major lines of business-namely, retail grocery chains and food wholesaling.
Finally, this case provides students with an opportunity to examine how important changes in a company's business model and key operational strategies can impact its accounting and control functions if those changes are not properly implemented. In particular, the case highlights how an overemphasis on reporting impressive financial results can undermine a company's internal controls and create an environment in which fraudulent activity is likely to develop.
Implementation Guidance
This case could be used in a financial accounting course at any level to provide students with a broad brush introduction to various issues related to international accounting, including the lack of uniformity in accounting standards around the world. In an introductory financial accounting course, this case could be used early in the semester to acquaint students with the nature of the accounting and auditing disciplines as well as some of the key challenges presently facing those disciplines. In intermediate and advanced accounting courses, this case could be integrated with coverage of intercompany investments and consolidated financial statements, respectively. The case can also be used in an undergraduate or graduate auditing course to illustrate the challenges posed in auditing a large multinational corporation. Finally, the diverse array of topics integrated into this case make it suitable for use in a capstone course for accounting majors.
This case includes three major financial statement exhibits. Exhibits 1 and 2 present Royal Ahold's comparative income statements and balance sheets, respectively, that were included in the company's 2001 Form 20-F registration statement filed with the SEC. Exhibit 3 presents the required reconciliation between Royal Ahold's Dutch GAAP-based net income and U.S. GAAP-based net income for each year from 1999 through 2001. Recognize that these financial statements and reconciliations include the impact of the material errors resulting from the fraudulent accounting schemes discussed in the case. The restated financial statement data issued by Royal Ahold for fiscal years 2000 and 2001 can be found in Note 3 to the company's 2002 financial statements that are included in its annual report for that year. That annual report is available at Royal Ahold's website: http://www. ahold.com. Consider asking a group of students to make a brief in-class report of the key differences in the original financial statement amounts included in Exhibits 1 and 2 and the corresponding restated amounts.
Instructors could also require one or more student groups to use Exhibits 1 and 2 to analyze Royal Ahold's key financial ratios and trend lines compared to those of competitors and to industry norms at the time. The results of this analysis could be used to identify specific red flags that Royal Ahold's auditors should have identified in those financial statements. Finally, consider having one or more student groups investigate and report on unusual items included in Royal Ahold's balance sheets and income statements. For example, ask them to research the use of general reserves by Dutch companies and discuss whether or not such reserves are allowed under U.S. GAAP and/or International Financial Reporting Standards. Notice that Royal Ahold reported a very significant general reserve of approximately ϭ C5.5 billion in the shareholders' equity section of its 2001 balance sheet.
Case Application and Student Feedback
Earlier versions of this case were assigned in an honors section of an introductory financial accounting course and in a graduate-level auditing seminar populated by Master of Accountancy students. In the honors financial accounting course, students were required to have read the case prior to classroom discussion but were not required to prepare written or oral answers to the case questions. The primary goals in using the case in the honors course was to demonstrate to students the diversity in accounting rules worldwide, to make them aware of the controversy that diversity has generated in recent years, and to provide them with insight on the standard-setting processes within the accounting profession. The case was also used in the honors course to introduce students to the purpose, nature, and importance of the independent audit function.
After the honors students were asked to provide their overall thoughts and impressions regarding the case, an overhead template was used to identify the key facts and issues of the case. Students were prompted to comment on the significance and/or implications of the items on the template as they were revealed. The case generated considerable discussion and interest among the honors students. In fact, several students expressed an interest in discussing similar cases. The students were surprised by the lack of uniformity in international accounting standards and questioned why legislative bodies and other governmental authorities in the major industrialized countries, including the United States, have not demonstrated a stronger interest in resolving this problem.
The principal application of this case is in a graduate auditing course that meets once per week for three hours. This seminar course is a graduate accounting elective intended
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primarily for fifth-year Master of Accountancy students. The course is exclusively a case course in which 20-25 cases are covered during a 15-week semester. Students are required to have read the case before class and be prepared to respond orally to the case questions if called upon.
Discussion of this case in the graduate auditing seminar was initiated by the instructor asking a randomly selected student to provide a brief oral summary of the case. Following this oral summary, other members of the class were asked to identify individual key facts of the case, which segued into a lengthy discussion of the major issues in the case. Once this discussion had concluded those issues in the case questions that had not been addressed were briefly discussed. In total, approximately one hour and ten minutes of class time was required to discuss the case-one hour of class time had been budgeted for coverage of the case.
Following the completion of the case, the graduate auditing students were given a brief anonymous questionnaire that asked them to identify the key strengths and weaknesses of the case, other information they believed should have been incorporated in the case, their overall impressions of the case, and anything else they wished to comment on regarding the case. In terms of strengths, the students enjoyed the narrative nature of the case. Several students mentioned that the historical information regarding Royal Ahold and the Heijn family made the case particularly interesting. The students also believed that the epilogue was a strong feature of the case. In terms of weaknesses, more than one-half of the students indicated that there were too many case questions. In this same vein, a common criticism was that one hour of class time was not sufficient to cover the case and the accompanying questions. Several students observed that the case should have concentrated more on the relevant auditing issues. Three students suggested adding financial statement exhibits to the case. [Note: The original version of this case did not contain financial statement exhibits.] One student suggested breaking up the case into two separate case studies, one focusing exclusively on accounting issues and the other focusing on auditing topics. In terms of the students' overall impression of the case, each student enjoyed the case and believed it was a worthwhile use of class time. Five students indicated that additional cases with an international aspect or angle should be incorporated in the course.
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